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Highlights 


This  study  is  the  first  in  a  broad  research 
program  designed  to  evaluate  cooperative 
services  presently  provided  for  low-income 
farmers,  and  potential  services  that  may  bene- 
fit both  low-income  farmers  and  cooperatives. 

Two  local  cooperatives  in  Appalachia,  each 
serving  a  county,  were  selected  on  the  basis 
of  their  success  in  serving  low-income 
farmers — Cooperative  A  being  less  effective 
in  this  regard  than  Cooperative  B.  Each 
county  contained  a  comparable  number  of 
farms  and  comparable  types  of  farming.  In 
addition,  the  cooperatives  were  similar  in 
volume  and  variety  of  services,  pricing  prac- 
tices, credit  policies,  and  membership  re- 
quirements. Both  had  representative  boards 
of  directors  and  young  managers  advancing 
through  the  development  program  of  the 
regional  cooperative.  Some  representative 
comparisons  for  the  two  cooperatives  are 
shown  in  the  tabulation  below: 


Item 

Cooperative 
A 

Cooperative 
B 

Number  of  patrons 

Number  of  farm  patrons  .  , 

Sales  in  feed 

618 
508 

Percent 

48 

39 

88 

54 

31 
$235,000 

1,161 
1,012 

Percent 

47 

Sales  in  other  farm 
supplies 

37 

Farm  patrons  with  small 
farms  i 

98 

Sales  to  patrons  with 
small  farms 

61 

Yearend  receivables  owed 
by  patrons  with  small 
farms  i 

53 

Total  sales  in  fiscal  1965  . 

$229,000 

^  Small  farms  are  those  with  annual  receipts  of  less 
than  $5,000  from  farm  marketings. 


The  analyses  were  based  on  operating  data 
for  the  1964-65  fiscal  year,  and  on  informa- 
tion obtained  from  interviews  with  the  man- 
agers. For  the  analyses  of  volume,  variety 
of  services,  and  credit  experiences  of  the  two 
cooperatives,  patrons  were  classified  as  large, 
medium,  and  small  farm  operators,  with  the 
size  of  farm  based  on  estimated  cash  receipts 
from  farm  marketings.  Findings  indicated  that 
credit  was  extended  on  the  same  basis  to  all 
patrons  regardless  of  farm  income,  and  that 
use  or  abuse  of  credit  by  patrons  was  not 
related  to  size  of  farm.  However,  many  items 
and  seiA/'ices  that  were  available  from  the 
cooperatives  and  that  were  generally  needed 
by  low-income  farmers  were  not  greatly 
utilized  by  them,  A  comparison  of  the  man- 
agers' estimates  with  the  actual  data  indi- 
cated that  the  managers  tended  to  underesti- 
mate the  contribution  to  dollar  volume  made 
by  low-income  patrons. 

Findings  were  not  conclusive  as  to  why 
Cooperative  B  served  a  larger  proportion  of 
farmers  than  did  Cooperative  A  in  their  re- 
spective counties,  although  location  with  re- 
spect to  the  business  district  and  participation 
in  city  and  county  affairs  may  have  accounted 
in  part  for  the  difference. 

Further  comparisons  between  the  coopera- 
tives were  made  by  classifying  patrons  accord- 
ing to  the  amount  of  annual  purchases.  The 
class  of  patrons  with  purchases  under  $500 
included  a  high  proportion  of  patrons  with 
small  farm  incomes.  Using  three  classifica- 
tions of  patrons,  an  analysis  was  made  of 
patronage  according  to  items  purchased  and 
services  used,  amounts  of  purchases,  and 
patronage  as  it  related  to  gross  margins. 

The  most  significant  finding  in  these  analyses 
concerned   the    relative   contributions    to   the 


m 


cooperative's  volume  of  business  by  patrons 
with  purchases  under  $500.  In  Cooperative  A, 
about  85  percent  of  the  patrons  purchased 
under  $500  annually,  and  their  combined  pur- 
chases amounted  to  about  36  percent  of  total 
volume.  In  Cooperative  B,  93  percent  of  the 
patrons  purchased  less  than  $500,  and  their 
volume  accounted  for  about  43  percent  of  the 
total.  The  following  tabulation  shows  a  repre- 
sentative distribution  of  purchases  and  the 
average  value  and  number  of  purchases  per 
patron. 


did  to  total  sales  volume.  Patrons  in  this  pur- 
chasing class  in  Cooperatives  A  and  B  con- 
tributed 4  and  7  percentage  points  more,  re- 
spectively, to  gross  margins  than  to  total 
volume,  compared  with  an  equal  percentage 
contribution  to  volume  and  margins  for  the 
$500-$999  class.  Conversely,  in  Cooperatives 
A  and  B  patrons  in  the  $l,000-and-above  class 
contributed  4  and  6  percentage  points,  respec- 
tively, more  to  volume  than  to  gross  margins. 
In  both  cooperatives,  patrons  in  the  class  of 
less  than  $500  concentrated  on  purchases  of 


Patron  class,  by 
annual  purchase 

Number  of 
patrons 

Total 
sales 

Average 

purchase 

per 

patron 

Average 

value  of 

individual 

purchases 

per  patron 

Percentage 

of 
purchases 
under  $10 

Percentage  of 
volume  from 
purchases 
under  $10 

Cooperative  A: 

$  1,000  and  above 

Number 

41 

54 
523 

Pet. 

6 

9 

85 

Pet. 

49 
15 
36 

Number 

67 
40 
10.5 

Dollars 

42 
18 
15 

Pet. 

40 
54 
71 

Pet. 
5 

$500  to  $999 

14 

Under  $  500 

19 

Total 

618 

100 

100 

Cooperative  B: 
$1,000  and  above.  . 

23 

54 
1,084 

2 

5 
93 

41 
16 
43 

69 
39 

6 

60 
18 

15 

33 
64 
71 

2 

$500  to  $999 

17 

Under  $500 

21 

Total 

1,161 

100 

100 

A  finding  which  was  not  only  significant  but 
contrary  to  general  assumptions  was  that, 
exclusive  of  feed  and  fertilizer,  the  average 
purchases  of  low-volume  patrons  approached 
the  average  purchases  of  the  other  two  classes 
of  patrons,  and  were  generally  of  the  same 
type. 

Patrons  in  both  cooperatives  with  annual 
purchases  under  $500  contributed  a  greater 
percentage   to  total  gross  margins  than  they 


farm    supplies,    which   carried   higher   gross 
margins  than  other  items. 

Further  research  into  the  operations  of  other 
cooperatives  is  needed  to  determine  why  exist- 
ing services  are  not  used  by  more  low-income 
farmers,  what  additional  services  are  needed 
and  would  be  used  by  them,  and  how  costs  of 
serving  patrons  with  varying  annual  purchases 
relate  to  gross  margins  and  the  equitable 
treatment  of  patrons. 
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Two  Supply  Cooperatives 
Serving  Low-Income  Farmers 

A  PRELIMINARY  ANALYSIS  IN  APPALACHIA 


by 

John  M.  Bailey 
Purchasing  Division 


The  current  national  concern  about  poverty 
focuses  attention  upon  low-income  farmers. 
In  1964,  1.9  million  farmers  had  sales  of  less 
than  $5,000,  Those  sales  amounted  to  almost 
$3.2  billion  of  a  total  of  $39  billion  of  cash  re- 
ceipts from  farm  marketings.  These  low- 
income  farmers  represented  55  percent  of  all 
farms,  but  accounted  for  only  8  percent  of 
total  cash  receipts  from  farming. 

Nearly  all  operators  of  farms  with  sales  of 
less  than  $5,000  would  be  included  in  the 
poverty  category  as  presently  defined  (families 
with  less  than  $3,000  net  income),  although  the 
inclusion  of  off-farm  income  for  those  in  the 
low-income  class  raises  many  incomes  slightly 
above  the  poverty  level. 

Commercial  farmers  have  demonstrated  the 
effectiveness  of  cooperatives  to  enhance  farm 
income.  In  fiscal  year  1964-65,  8,850  market- 
ing, purchasing,  and  service  cooperatives  had 
a  net  business  volume  of  $14.4  billion.  Inas- 
much as  low-income  farmers  account  for  only 
about  8  percent  of  total  farm  cash  receipts, 
the  complete  patronage  support  of  all  low- 
income  farmers  would  not  contribute  signifi- 
cantly to  total  farmer  cooperative  volume. 
However,  in  areas  where  the  concentration  of 


low-income  farmers  is  great,  their  patronage 
could  add  significantly  to  cooperative  volume 
and  operating  success. 

Little  is  known  of  the  role  of  cooperatives 
in  meeting  the  needs  of  farmers  and  other 
rural  residents  with  low  incomes.  Do  low- 
income  farmers  patronize  cooperatives?  Do 
cooperatives  encourage  patronage  from  low- 
income  farmers?  Should  cooperatives  make 
more  services  available  to  them?  These  are 
only  some  of  the  questions  that  need  to  be 
answered  before  the  role  of  cooperatives  in 
low-income  rural  areas  can  be  adequately 
assessed. 

If  expansion  of  cooperative  services  is  in- 
dicated, another  question  arises:  Is  the  ex- 
pansion to  be  through  new  or  existing  coopera- 
tives? In  recognition  of  the  importance  of 
volume,  capital,  and  qualified  management  to 
effective  operations,  the  use  of  existing  co- 
operatives appears  more  feasible.  Adding  a 
service  in  an  existing  cooperative  appears  to 
be  a  better  way  to  provide  a  service  than 
establishing  a  new  cooperative  where  limita- 
tions on  volume,  capital,  and  management  may 
reduce  the  chances  for  successful  operations. 


Purpose  of  the  Study 


This  study  is  the  first  in  a  broad  research 
program  designed  to:  (a)  Evaluate  the  nature 
and  adequacy  of  services  available  to  low- 
income  farmers  through  cooperatives,  giving 
particular  attention  to  factors  such  as  costs 
of  providing  various  types  of  services,  actual 
and  potential  volume,  and  problems  in  exten- 
sion of  credit;  (b)  evaluate  the  policies  and 
practices  of  cooperatives  having  a  high  level 
of  participation  by  low-income  farmers,  in 
order  to  provide  policy  and  operating  guides 
for  other  cooperatives  in  low-income  areas; 
and  (c)  determine  potentials  for  expanded, 
more  effective  services  for  low-income  farm 
and  nonfarm  rural  people. 


This  first  study  examines  the  operations  of 
two  cooperatives  in  Appalachia  with  contrast- 
ing performances  in  serving  low-income 
farmers.  The  findings  should  be  useful  (1)  to 
persons  concerned  with  developing  an  aware- 
ness by  low-income  farmers  of  the  potential 
of  cooperatives  to  provide  many  of  their  needs 
efficiently,  and  (2)  to  the  management  personnel 
of  cooperatives  whose  services  to  low-income 
farmers  have  not  been  maximized. 

The  study  is  based  upon  operating  data  for 
the  fiscal  year  1964-65,  including  a  detailed 
breakdown  of  patron  purchases,  and  upon  in- 
formation obtained  from  interviews  with  co- 
operative managers. 


Characteristics  of  the  Cooperatives 


Because  the  immediate  concern  of  the  re- 
search program  is  with  low-income  farmers, 
the  selection  of  cooperatives  was  made  in 
Appalachia.  Two  locals  affiliated  with  a 
regional  cooperative  were  selected  in  counties 
which  were  generally  comparable  in  types  of 
farming  and  number  of  farms — both  commer- 
cial and  other  (table  1). 

The  chief  difference  between  the  two  co- 
operatives was  that  one  seized  a  greater 
proportion  of  its  potential  patrons  (particu- 
larly those  with  small  farms)  than  the  other. 
Each  cooperative  had  about  23  years  of  operat- 
ing experience,  and  operated  to  obtain  farm 
production  supplies  for  members.  Each  was 
centrally  located  in  its  countywide  trade  area. 
The  locations  of  other  trade  areas  outside 
the  two  counties  were  generally  more  distant 
from  the  farmers  than  were  the  cooperatives, 
tending  to  "keep  business  at  home,"  The 
location  of  highways  encouraged  trade  at 
the  centers  where  the  cooperatives  were 
located. 


Table  1. —Census  data  on  types  of  farms  and  number 
of  farmers  in  two  selected  counties,  Appalachia, 
1964 


Farm  types 


Commercial  class: 

I 

II 

Ill 

IV 

V  

VI 

Total    

Other: 

Part-time 

Part  retirement 

Total    

Total  number  of  farms  .... 

Major  types  of  farming: 

Poultry • 

Dairy     

Other  livestock 


Number  of  farmers 


County  A 


County  B 


4 

13 
19 
31 

55 
127 


16 

41 

151 


,     3 

-     6 

11 

27 

62 

202 


249 

232 
186 

311 

391 

215 

418 

606 

667 

917 

13 
29 

176 


The  number  of  patrons  in  each  cooperative 
during  1963-65  was  as  follows: 


Year 

Cooperative 

A 

Cooperative  B 

1965 

Number 

618 
630 
713 

Number 
1,161 

1964 

1,127 

1963 

1,057 

Cooperative  A  lost  about  100  patrons  over 
the  3  years,  a  decrease  of  13  percent.  In  con- 
trast, the  number  of  patrons  in  Cooperative  B 
increased  by  a  little  more  than  100,  an  in- 
crease of  about  10  percent.  The  major  changes 
in  number  of  patrons  occurred  during  the 
1964  operating  year. 

The  total  volume  and  types  of  services  pro- 
vided by  the  two  cooperatives  were  strikingly 
similar,  as  shown  in  the  following  tabulation: 


Volume  and  services 


Cooperative  A 


Cooperative  B 


Dollars 


Dollars 


Total  volume 

$247,736 

$227,906 

Distribution  of  vol- 

ume by  supply 

!'^  -    - 

categories: 

Percent 

Percent 

Feed 

48 
9 

47 

Fertilizer  ..... 

13 

Seed 

4 

3 

Farm  supplies 

and  others  .... 

39 

37 

The  high  percentage  of  feed  sales  in  both 
operations  indicates  the  importance  of  live- 
stock in  the  two  counties. 

The  two  cooperatives  had,  in  addition  to 
those  already  named,  the  following  character- 
istics in  common: 

(1)  Within  the  5  years  preceding  the  study, 
both  cooperatives  had  suffered  operating  losses 
related  primarily  to  participation  in  layer  and 
broiler  programs  which  had  been  initiated  to 
bolster  rural  economies.  These  poultry 
activities  were  less  important  in  the  1965 
operations,     and    both    cooperatives    showed 


improvement  with  increased  net  savings  sub- 
stantially above  those  of  1964  (after  refunds 
from  their  wholesale  organization  were  in- 
cluded). 

(2)  In  both  cooperatives,  patrons  with  large, 
medium-sized,  or  small  farms  were  repre- 
sented on  the  boards  by  two,  three,  and  two 
directors,  respectively.  The  patronage  of  di- 
rectors in  Cooperative  A  accounted  for  about 
8  percent  of  total  volume  compared  with  10 
percent  in  Cooperative  B. 

(3)  Membership  in  both  associations  was 
open  to  all  farmers  by  payment  of  a  dollar 
fee.  In  the  past,  the  common  practice  had  been 
to  withhold  the  membership  fee  from  patronage 
refunds.  Since  no  refunds  had  been  declared 
for  several  years,  many  farmer-patrons  had 
not  had  their  membership  automatically  ex- 
tended through  accrual  of  patronage  refunds. 
However,  both  associations  intended  to  focus 
future  efforts  on  the  collection  of  member- 
ship fees  in  cash, 

(4)  In  both  cooperatives,  the  managers  were 
young  and  had  advanced  from  positions  of 
lesser  importance  through  the  internal  man- 
agement development  program  of  the  regional 
cooperative.  Neither  had  worked  more  than 
2  years  in  his  present  position  or  location. 
However,  the  manager  of  Cooperative  A  had 
been  with  the  regional  only  2  years  while  the 
manager  of  Cooperative  B  had  been  an  em- 
ployee of  the  regional  for  7  years. 

(5)  Pricing  practices  and  quantity  discounts 
were  similar  at  both  cooperatives.  Margins 
for  the  principal  groups  of  items  are  shown 
below: 


Supply 

Gross  operating  margins  as  a 
percentage  of  sales 

Cooperative  A 

Cooperative  B 

Feed 

Percent 

13.4 
9.8 
24.0 
13.0 
20.2 

Percent 
13.6 

Fertilizer 

Seed 

9.7 
23.8 

Lime  ^ 

Farm  supplies  ^   .  .  . 

15,0 
21.7 

Total  Average  .  .  , 

15.5 

16.4 

^  Complete  data  not  available.  Developed  from  sample 
analysis. 


(6)  There  seemed  to  be  little  difference  in 
methods  used  to  encourage  patronage  of  low- 
income  farmers.  Both  managers  relied  pri- 
marily on  advertising  and  promotion  services 
provided  by  the  regional.  Both  associations 
handled  many  consumer  items  and  were  plan- 
ning to  expand  services  to  attract  low-income 
farmers.  Shoes,  tires,  and  some  electrical 
items  were  carried  in  more  than  one  quality 
level, 

(7)  Neither  cooperative,  to  the  knowledge  of 
present  managers,  had  been  active  in  support 
of  Rural  Areas  Development  programs.  There 
was  no  difference  in  encouragement  of  patrons 
to  use  public  agencies  such  as  the  Extension 
Service  and  Farmers  Home  Administration. 
Both  cooperatives  supported  vocational  agri- 
culture and  4-H  Club  programs. 


Cooperative  B  had  a  membership  in  the 
Chamber  of  Commerce  and  contributed  radio 
time  and  direct  financial  support  to  Little 
League  activities.  In  addition.  Cooperative  B 
actively  supported  its  county's  poultry  and 
livestock  associations  by  providing  speakers 
and  refreshments  for  meetings. 

Cooperative  A  was  located  a  mile  from  the 
central  business  district,  whereas  Coopera- 
tive B  was  within  three  blocks  of  the  business 
center.  While  Cooperative  A  had  no  competitors 
close  by,  there  was  little  patronage  from  the 
occasional  shopper.  Cooperative  B,  although 
located  in  the  business  center,  had  competitors 
providing  incomplete  lines  of  items  or  serv- 
ices and  so  had  patronage  from  occasional 
shoppers.  The  facilities  for  both  were  rela- 
tively new,  but  the  display  area  in  Cooperative 
B  was  more  spacious,  and  more  consciously 
arranged  to  attract  patronage. 


Analysis  of  Operations 


In  order  to  compare  activities  of  the  two 
cooperatives,  patrons  were  classified  accord- 
ing to  the  size  of  their  farms  in  terms  of 
cash  receipts  from  farm  marketing,  as  esti- 
mated by  the  managers  of  the  cooperatives. 
Large  farms  were  those  with  estimated  cash 
receipts  from  farm  marketings  of  $20,000  or 
more.  This  group  was  comparable  to  census 
classes  I  and  Ilof  commercial  farms.  Medium- 
sized  farms  were  comparable  to  commercial 
classes  III  and  IV,  with  receipts  from  $5,000 
to  $19,999.  Small  farms  were  those  with  esti- 
mated cash  receipts  of  less  than  $5,000, 
comparable  to  farms  in  commercial  classes  V 
and  VI  plus  part-time  and  part-retirement 
farms. 

In  Cooperative  A,  the  457  patrons  with  small 
farms  represented  88  percent  of  the  coopera- 
tive's farm  patrons  (table  2).  In  Cooperative  B, 
987  patrons  with  small  farms  represented 
almost  98  percent  of  total  farm  patrons. 


Patronage  by  Size  ol  Farm 

The  cooperatives  differed  significantly  in 
percentage  of  farm  patrons  with  purchases  of 
less  than  $100  a  year.  Of  Cooperative  A's 
618  patrons,  39  percent  made  purchases  of 
less  than  $100  in  1965,  compared  with  66 
percent  of  Cooperative  B's  1,161  patrons. 

Of  those  patrons  with  medium-sized  farms, 
13  in  Cooperative  A  made  purchases  of  less 
than  $500,  while  in  Cooperative  B,  only  3  had 
purchases  in  this  category — or  30  percent  in 
Cooperative  A  as  compared  with  14  percent 
in  Cooperative  B.  Hence,  Cooperative  B  ap.- 
peared  to  be  getting  better  support  from  its 
patrons  with  medium-sized  farms  than  Co- 
operative A. 

The  differences  between  the  two  coopera- 
tives may  not  be  as  great  as  indicated  in  these 
findings,  however,  since  the  classifications  of 


Table  2, The  distribution  of  cooperative  patrons  according  to  annual  purchases  and  size  of  farm,  two  cooperatives, 

Appalachia,  1965 


farm 

Total 
Number 

of 
patrons 

Annua 

I  purchases 

Size  of 

Over 

$10,000 

$5,000 
to 
9,999 

$2,500 
to 
4,999 

$2,000 
to 
2,499 

$1,500 
to 
1,999 

$1,000 
to 
1,499 

$500 
to 
999 

$100 

to 

499 

Under 
100 

Cooperative 
Large  .  . 

A: 

7 

44 

457 

110 

1 

3 

8 
1 

7 
1 

2 

2 

1 

1 

6 
7 

1 

8 

43 

3 

10 

214 

60 

Medium 

Small  ,  ,  r 

3 

Nonfarm 

192 

44 

Total  . 

618 

1 

3 

9 

8 

5 

15 

54 

284 

JB: 

239 

Cooperative 
Large  .  , 

4 

21 

987 

149 

3 

1 
1 

3 

1 

3 

1 

4 

5 
1 

6 

45 

3 

3 

273 

43 

Medium ,,,.,,,.,,.. 

Small  .  .  , 

664 

Nonfarm 

101 

Total  . 

1,161 

3 

2 

3 

1 

4 

10 

54 

319 

765 

farm  size  were  based  upon  roughly  estimated 
individual  farm  incomes.  The  estimated  differ- 
ences should  be  considered  as  an  indication 
of  a  tendency  rather  than  a  precise  statistical 
determination  of  the  situation. 

Patrons  with  small  farms  generally  did  not 
make  purchases  amounting  to  more  than  $500 
annually  unless  they  had  off -farm  employment. 

Five  of  the  eight  Cooperative  A  patrons  with 
small  farms  whose  purchases  exceeded  $1,000 
had  regular  off-farm  employment.  Of  the  43 
patrons  with  small  farms  who  purchased  be- 
tween $500  and  $999,  only  12  did  not  have 
regular  off -farm  work. 

Five  Cooperative  B  patrons  with  small  farms 
purchased  between  $1,000  and  $1,499  worth 
of  supplies  and  services;  three  of  them  had 
off-farm  work.  Fifty-five  percent  of  the  45 
patrons  who  purchased  between  $500  and  $999 
worth  had  regular  off-farm  work. 


Most  nonproducer  patrons  of  both  coopera- 
tives whose  patronage  exceeded  $1,000  were 
commercial  firms,  such  as  a  pipe  line  com- 
pany and  country  store,  that  used  their  pur- 
chases in  production  or  in  inventory  for 
resale. 

As  a  means  of  determining  manager  aware- 
ness of  the  contribution  to  volume  by  patrons 
with  different  sized  farms,  managers  of  both 
cooperatives  were  asked  to  make  estimates 
of  1965  volume  by  size  of  farm. 

As  shown  in  table  3,  both  managers  were 
reasonably  correct  in  their  estimates  of  the 
percentage  of  total  volume  contributed  by 
patrons  with  large  farms.  In  Cooperative  A, 
the  estimate  was  15  percent,  whereas  the 
actual  proportion  was  a  little  more  than  18 
percent.  In  Cooperative  B,  the  estimate  was 
30  percent,  whereas  the  actual  volume  was 
only  24  percent. 


Table    3. — Percentage     distribution     of     patrons' 

purchases    by    size  of  farm:   Managers'  estimates 

compared  with  actual  distribution,  two  cooperatives, 

Appalachia,  1965 


Size 
of 

Cooperative  A 

Cooperative  B 

farm 

Estimated 

Actual 

Estimated 

Actual 

Percent 

Percent 

Percent 

Percent 

Large  .... 

15 

18 

30 

24 

Medium .  .  . 

60 

28 

50 

15 

Small  and 

nonfarm 

patrons  .  . 

25 

54 

20 

61 

Total .  .  . 

100 

100 

100 

100 

Both  managers  estimated  the  contributions 
to  volume  by  patrons  with  medium-sized  farms 
to  be  considerably  higher  than  they  actually 
were.  In  Cooperative  A,  60  percent  was  esti- 
mated, while  the  actual  proportion  was  only 
28  percent,  less  than  one-half  of  that  estimated. 
For  Cooperative  B,  the  estimated  volume  of 
patronage  was  50  percent,  while  the  actual  was 
only  15  percent,  less  than  one-third  of  the 
estimated  volume. 

In  contrast,  the  actual  percentage  of  volume 
for  patrons  with  small  farms  was  considerably 
greater  than  estimated  in  both  associations. 
In  Cooperative  A,  the  purchases  of  patrons 
with  small  farms  and  of  some  nonfarm  patrons 
amounted  to  54  percent  of  total  volume,  more 
than  double  the  estimated  25  percent.  Simi- 
larly, the  purchases  of  small-farm  patrons  in 
Cooperative  B  amounted  to  61  percent  of  total 
volume,  about  three  times  the  estimated  20 
percent. 

It  should  be  noted  that  managers  were  asked 
to  make  off-the-cuff  estimates  which  required 
keeping  in  mind  the  division  of  farms  into 
classes  by  estimated  annual  income.  Also, 
limitations  in  managerial  experience  with 
day-to-day  activity  in  the  store  may  have 
affected  their  estimates  of  patronage.  For 
example,  large-volume  purchases  and  bulk 
purchasing  require  more  management  atten- 
tion than  the  routine  day-to-day  purchases. 


Credit  Experience 

Some  cooperatives  may  have  been  reluctant 
to  encourage  credit  participation  by  low- 
income  farmers  because  of  possible  increased 
costs  in  servicing  and  bookkeeping.  Another 
important  obstacle  to  encouraging  credit  may 
have  been  the  fear  of  excessive  use  by  low- 
income  farmers  and  a  resultant  increase  in 
credit  losses. 

Information  obtained  from  the  managers  of 
the  two  cooperatives  indicated  that  credit 
policies  in  the  two  cooperatives  were  similar. 
In  both  cooperatives,  formalities  for  extending 
credit  were  the  same  for  all  patrons,  regard- 
less of  the  farm  size.  Farm  size  had  little 
relationship  to  number  of  refusals  of  credit 
requests,  time  spent  in  making  collections, 
or  credit  losses  sustained.  Table  4  shows  the 
percentage  of  annual  patronage  and  credit 
outstanding  at  the  end  of  the  fiscal  year  by 
patrons  with  various  sized  farms. 

Table  4. — Percentage  distribution  of  annual  purchases 

and   credit  outstanding  at  the  end  of  fiscal  year,  by 

patrons  classified  by  size  of  farm,  two  cooperatives, 

Appalachia,   1965 


Size 
of 
farm 

Cooperative  A 

Cooperative  B 

Patronage 

Credit 

Patronage 

Credit 

Large  .... 
Medium .  .  . 
Small  .... 

Percent      Percent      Percent      Percent 

18                46                24                32 
28                23                15                15 
54                31                61                53 

Patrons  with  medium-sized  farms  in  both 
cooperatives  used  credit  in  nearly  equal  pro- 
portion to  their  purchases.  Patrons  with  small 
farms  used  credit  to  a  lesser  extent  than  they 
contributed  to  patronage.  The  difference  was 
particularly  evident  in  Cooperative  A — while 
accounting  for  54  percent  of  total  volume, 
patrons  with  small  farms  accounted  for  only 
31  percent  of  credit  outstanding  at  the  end  of 
the  year.  Conversely,  in  both  cooperatives,  the 
proportionate  amount  of  credit  outstanding  for 
patrons  with  large  farms  was  greater  than 
their  proportionate  contribution  to  total  vol- 
ume.   In    Cooperative    A,    patrons    with  large 


farms  made  18  percent  of  the  total  purchase?, 
but  accounted  for  46  percent  of  the  credit 
outstanding  at  the  end  of  the  year. 

While  the  proportion  of  patrons  with  small 
farms  using  credit  was  considerably  below 
that  of  patrons  with  larger  farms,  most  of 
the  credit  users  were  patrons  with  small 
farms  since  this  group  makes  up  most  of  the 
membership.  For  example,  in  Cooperative  A, 
186  accounts  out  of  a  total  of  214  at  the  end  of 
the  year,  or  87  percent,  were  for  patrons  with 
small  farms.  In  Cooperative  B,  the  proportion 
was  just  under  94  percent. 

The  proportion  of  accounts  under  30  days  in 
age  compared  favorably  with  the  proportion 
noted  in  studies  made  by  Farmer  Cooperative 
Service  in  the  late  fifties. ^  In  those  studies 
of  93  cooperatives  with  better-than-average 
credit   operations,    52   percent   of   the  credit 


outstanding  was  in  the  category  of  current 
accounts  (under  30  days).  Both  of  the  coopera- 
tives in  this  study  had  a  higher  percentage 
current,  with  53  percent  for  Cooperative  A 
and  68  percent  for  Cooperative  B.  No  infor- 
mation was  obtained  that  could  identify  the 
currency  of  credit  accounts  by  size  of 
farm. 

The  records  of  the  two  cooperatives  indicate 
that  a  high  proportion  of  credit  was  extended 
to  low-income  farmers,  and  that  extension 
of  credit  to  such  patrons  did  not  adversely 
effect  the  level  of  credit  performance  when 
measured  on  the  basis  of  age  of  accounts 
receivable. 


*  Bailey,  John  M.  Credit  Control  in  Selected  Retail 
Farm  Supply  Cooperatives:  Area  VI — New  York,  New 
Jersey,  Virginia,  West  Virginia,  North  Carolina,  and 
Georgia.  U.S.  Dept.  Agr.  Farmer  Coop.  Serv.  Gen. 
Rpt.  71,  Feb.  1960,  21  pp. 


Patronage  by  Annual  Volume  of  Purchases 


As  indicated  in  table  2,  annual  purchases 
per  patron  are  not  entirely  related  to  the  size 
of  farm  income;  some  patrons  with  small  and 
medium-sized  farms  had  larger  annual  pur- 
chases than  others  with  large  farms.  However, 
a  very  small  proportion  of  patrons  with  small 
farms  purchased  more  than  $500  worth  of 
goods  or  services  in  1965. 

To  provide  a  more  accurate  basis  for 
analysis  than  estimated  farm  income,  farmer 
patrons  were  classified  according  to  their 
annual     purchases    from    the   cooperatives: 

(1)  those  with  purchases  of  $1,000  and  above, 

(2)  those  with  purchases  from  $500  to  $999, 
and  (3)  those  with  purchases  of  less  than  $500. 
These  classes  reflect  rather  closely  the  pur- 
chases of  patrons  with  different  sized  farms 
(table  2),  and  particularly  those  with  small 
farms,  who  are  the  primary  concern  of  this 
study.  For  example,  in  Cooperative  A,  only  51 
farmers  out  of  457  classed  by  managers  as 
small-farm  patrons  made  purchases  of  more 
than  $500,   Thus,  almost  90  percent  of  those 


classed   as    small-farm   patrons  were  in  the 
group  making  annual  purchases  of  under  $500. 

Table  5  shows  that  in  Cooperative  A,  the  618 
farmers  and  nonfarmer  patrons  averaged  $380 
in  individual  purchases  in  1956.  The  95 
farmer  patrons  who  spent  $500  or  over  rep- 
resented 15  percent  of  the  total  number  of 
patrons  (including  nonfarmers)  and  accounted 
for  about  65  percent  of  total  cooperative  vol- 
ume. The  523  patrons  who  spent  less  than  $500 
represented  about  85  percent  of  the  total  num- 
ber of  patrons,  but  accounted  for  only  35 
percent  of  cooperative  volume. 

In  Cooperative  B,  the  1,161  farmer  and 
nonfarmer  patrons  averaged  $198  in  individual 
purchases.  The  77  farmer  patrons  who  had 
purchases  of  $500  or  more  constituted  less 
than  7  percent  of  the  patrons,  but  accounted 
for  about  57  percent  of  total  volume  of  pur- 
chases. The  1,084  farmer  patrons  with  indi- 
vidual purchases  of  less  than  $500  constituted 
about  93  percent  of  the  total  number  and  ac- 
counted for  43  percent  of  total  volume. 


Table  5, — Number  of  patrons  and  volume  of  purchases,  by  three  classes  of  patrons,  two  cooperatives, 

Appalachia,  1965 


by 

annual  purchases 

Patrons 

Purchases 

Patron  class. 

Number 

Percent 
of  total 

Total 

Percent 
of  total 

Average  per 
patron 

Cooperative  A: 
$1,000  and  above 

41 

54 

284 

195 
44 

6.6 

8.7 

46.0 

31.6 
7.1 

Dollars 

115,599 

37,256 

69,344 

9,907 
2,561 

49.3 
15.9 
29.5 

4.2 
1.1 

Dollars 
2,819 

$500  to  $999  .  .  . 

$100  to  $499  .  .  . 

Under  $100: 
Producers  .  .  , 

•  • 

•  • 

690 
244 

51 

Nonproducers . 

•    • 

58 

Total 

618 

100.0 

234,667 

100.0 

380 

Cooperative  B: 
$1,000  and  above 

23 

54 

319 

664 
101 

2.0 

4.6 

27.5 

57.2 
8.7 

94,035 
36,808 
72,973 

22,047 
3,452 

41.0 
16.1 
31.8 

9.6 
1.5 

4,088 

$500  to  $999  .  .  . 

682 

$100  to  $499 

229 

Under  $100: 

Producers  

33 

Nonproducers . 

•    • 

34 

Total 

1,161 

100.0 

229,315 

100.0 

198 

The  volume  of  purchases  was  nearly  the 
same  in  both  cooperatives.  Since  the  number 
of  patrons  in  Cooperative  B  v/as  roughly  90 
percent  greater  than  in  Cooperative  A,  it 
follows  that  purchases  per  patron  in  Coopera- 
tive A  exceeded  those  in  Cooperative  B  by  a 
little  more  than  90  percent. 

Analysis  of  Patronage 

The  preceding  analysis  indicated  the  con- 
tributions to  volume  by  farmer  patrons  classi- 
fied into  three  groups  according  to  amount  of 
annual  purchases.  Equally  important,  however, 
is  the  identification  of  types  of  purchases 
made  by  patrons  in  each  of  these  groups. 


Data  were  obtained  from  a  complete  tabu- 
lation of  purchases  made  by  (1)  all  farmer 
patrons  with  purchases  of  $1,000  or  more  in 
1965,  (2)  a  20-percent  sample  of  farmer 
patrons  who  purchased  between  $500  and  $999, 
and  (3)  a  10-percent  sample  of  farmer  patrons 
who  purchased  less  than  $500.  In  total,  all 
the  purchases  made  by  107  patrons  of  Co- 
operative A  and  149  patrons  of  Cooperative  B 
were  tabulated. 

Purchases  were  grouped  into  five  major 
categories:  feed,  seed,  farm  supplies,  fertil- 
izer, and  lime.  The  principal  25  items  in  the 
feed,  seed,  and  farm-supply  categories  are 
shown  in  the  following  tabulation: 


6  feed  items 

5  seed  items 

14  farm  supplies 

Dairy 

Legumes  and  grasses 

Automotive  equipment 

Poultry 

Grain 

Home  and  power  equipment 

Stock 

Vegetable 

Field  and  barn  equipment 

Grains 

Potato  and  onion 

Roofing,  fencing,  and  gates 

Ingredients  and  miscellaneous 

Other  seeds 

Twine,  rope,  and  bags 

Hay  and  straw 

Clothing  and  footwear 
Petroleum  products 
Paints  and  materials 
Chemicals,  sprays  and  medicines 

Parts  and  repairs 
Hardware 
Household  supplies 
Grinding  and  mixing 
Salt  and  grit 

Table  6  shows  the  total  amount  and  percent- 
age of  annual  purchases  made  in  the  five  major 
categories  of  items  by  the  three  patron  classes. 
For  patrons  in  Cooperative  A  with  purchases 
of  $1,000  or  more,  feed  accounted  for  67 
percent  of  total  purchases,  farm  supplies  for 
16  percent,  and  fertilizer  for  10  percent.  For 
patrons  purchasing  between  $500  and  $999, 
the  distribution  was  40  percent  for  feed,  36 
percent  for  farm  supplies,  and  14  percent  for 
lime.   Fifty-three  percent  of  the  amount  spent 


by  those  with  patronage  under  $500  went  for 
farm  supplies,  20  percent  for  feed,  and  18 
percent  for  lime. 

In  Cooperative  B,  the  feed  category  accounted 
for  69  percent  of  total  volume  for  patrons 
spending  $1,000  or  more.  Fertilizer  was 
second  and  farm  supplies  third,  with  14  and 
11  percent,  respectively.  Of  the  total  pur- 
chases by  patrons  spending  between  $500-$999, 
feed   and  farm   supplies   each   accounted  for 


Table  6, — Distribution  of  expenditures  in  five  major  categories  of  items,  by  three  classes  of  patrons,  two 

cooperatives,  Appalachia,  1965  ^ 


Patron  class, 

by  annual 

purchases 

Total 
volume 

Feed 

Fertilizer 

Seed 

Lime 

Farm 
supplies 

Cooperative  A: 
$1,000  and  above 

Dollars 

115,599 

37,800 

82,477 

Pet. 
67 
40 
20 

Pet. 
10 

8 

6 

Pet. 
3 
2 
3 

Pet. 

4 

14 

18 

Pet. 
16 

$500  to  $999  .  .  . 

36 

Under  $500 

53 

Cooperative  B: 
$1,000  and  above 

94,042 
38,710 
92,553 

69 
30 
22 

14 
20 

5 

2 

1 
3 

4 

16 

6 

11 

$500  to  $  999  ... 

33 

Under  $500 

64 

^  Based  on  a  sample  of  annual  purchases. 


about  a  third  of  total  volume,  and  fertilizer 
for  a  fifth.  Farm  supplies  (64  percent)  and 
feed  (22  percent)  accounted  for  86  percent  of 
the  total  purchases  of  patrons  with  less  than 
$500  annual  purchases. 

A  more  detailed  breakdown  of  feed  pur- 
chases by  each  class  of  patron  is  shown  in 
table  7. 

Table  7  shows  the  total  amount  and  per- 
centage of  annual  purchases  made  in  the  feed 
category  by  the  three  patron  classes.  In  Co- 
operative A,  four  feed  items — dairy,  poultry, 
stock,  and  grain — accounted  for  97  percent 
of  feed  purchases  by  patrons  with  total  pur- 
chases of  $1,000  or  more,  with  dairy  feed 
and  grain  items  accounting  for  64  and  18  per- 
cent, respectively.  For  patrons  with  total 
purchases  of  $500-$999,  stock  feed  and  grains 
amounted  to  43  and  24  percent,  respectively, 
of  the  total  feed  volume.  For  patrons  with 
total  purchases  of  less  than  $500,  stock  feed 
and  grains  also  represented  the  highest  per- 
centage of  total  feed  volume,  accounting  for 
36  and  24  percent,  respectively. 


of  feed  volume  for  patrons  in  the  highest  class, 
and  49  percent  for  patrons  in  the  $500-$999 
class.  Patrons  in  the  under-$500  class  bought 
about  equal  volumes  of  dairy  and  poultry  feed — 
31  and  30  percent,  respectively. 

The  relative  significance  of  the  seven  major 
items  of  the  farm-supplies  category  in  the 
two  cooperatives  is  shown  in  table  8. 

For  patrons  in  the  $l,000-or-over  class  in 
Cooperative  A,  14  percent  of  the  farm-supplies 
volume  was  for  purchases  of  home  and  power 
equipment;  1 2  percent  for  chemicals.  The  seven 
major  items  accounted  for  73  percent  of  total 
farm-supplies  volume.  For  patrons  in  the 
middle  purchasing  group,  seven  items  ac- 
counted for  80  percent  of  total  farm-supplies 
volume,  24  percent  was  for  field  and  bam 
equipment,  and  18  percent  was  for  automotive 
supplies.  For  patrons  with  annual  purchases 
under  $500,  27  percent  of  the  farm-supplies 
volume  was  for  automotive  supplies,  with  22 
percent  for  home  and  power  equipment.  The 
seven  major  items  accounted  for  84  percent 
of  total  farm-supply  volume. 


In  Cooperative  B,  dairy  feed  was  most  im- 
portant for  both  classes  of  patrons  purchasing 
above  $500  annually,  amounting  to  69  percent 


In  Cooperative  B,  15  percent  of  farm- 
supplies  purchases  of  patrons  in  the  highest 
purchasing   class   were    automotive  supplies. 


Table  7. — Distribution  of  expenditures  for  items  in  feed  category,  by  three  classes  of  patrons,  two  cooperatives, 

Appalachia,  1965 


Patron  class,  by  annual 
purchases 

Total 

feed 

volume 

Dairy 

Poultry 

Stock 

Grain 

Other 

Cooperative  A: 

$1,000  and  above  

Dollars 

77,087 
15,145 
16,396 

Pet. 

64 
18 
23 

Pet. 

4 

9 

16 

Pet. 

11 
43 

36 

Pet. 

18 
24 
24 

Pet. 
3 

$500  to  $999 

6 

Under  $500 , 

1 

Cooperative  B: 
$1,000  and  above  . 

64,977 
11,574 
20,084 

69 
49 
31 

13 
14 

30 

3 
20 
13 

10 

15 
20 

5 

$500  to  $999 

2 

Under  $500  

6 

10 


Table  8, — Distribution  of  expenditures  for  items  in  the  farm-supplies  category,  by  three  classes  of  patrons,  two 

cooperatives,  Appalachia,  1965 


Total 

Home  & 

Field  & 

Patron  class,  by  annual 
purchases 

farm- 
supplies 
volume 

Auto- 
motive 
supplies 

power 
equip- 
ment 

barn 
equip- 
ment 

Roofing 
supplies 

Twine, 

rope,  & 

bags 

Chem- 
icals 

Hard- 
ware 

Other 

Cooperative  A: 

Dollars 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

Pet. 

$1,000  and  above  

18,905 

11 

14 

7 

10 

10 

12 

9 

27 

$500  to  $999 

13,440 

18 

1 

24 

7 

17 

4 

9 

20 

Under  $500  

43,775 

27 

22 

10 

12 

3 

5 

5 

16 

Cooperative  B: 

$1,000  and  above  

10,317 

15 

8 

11 

8 

8 

11 

9 

30 

$500  to  $999 

12,579 

22 

7 

11 

21 

6 

5 

10 

18 

Under  $500 

59,098 

13 

19 

25 

16 

1 

4 

7 

15 

and  the  seven  major  items  accounted  for  70 
percent  of  farm-supplies  volume.  In  the  $500- 
$999  class,  patrons  spent  22  and  21  percent, 
respectively,  for  automotive  and  roofing  sup- 
plies, with  the  seven  items  representing  82 
percent  of  total  farm-supplies  volume.  Field 
and  bam  equipment  accounted  for  a  fourth  of 
all  farm  supplies  purchased  by  patrons  with 
less  than  $500  annual  purchases.  Home  and 
power  equipment  made  up  19  percent  of  the 
total  farm-supplies  volume,  with  the  seven 
major  items  accounting  for  85  percent. 


Patrons'  Use  of  Services 

Table  9  shows  the  percentage  of  patrons 
purchasing  27  items  and  services  in  Coopera- 
tive A  during  1965.  Note  that  the  percentage 
of  the  number  of  patrons  who  purchased  a 
given  item  or  service  is  considered,  rather 
than  volume  of  patronage. 

In  Cooperative  A,  seven  kinds  of  services 
or  supply  items  were  used  by  80  to  100  per- 
cent of  the  patrons  whose  purchases  amounted 
to  $1,000  or  more.  In  that  patron  class,  five 
other  kinds  were  used  by  60  to  79  percent; 
and  11  others  were  used  by  40  to  59  percent. 
Thus,  of  the  class  of  patrons  with  the  highest 


volume  of  purchases,  at  least  40  percent  used 
22  out  of  the  27  kinds  of  supplies  or  services 
listed. 

There  were  only  four  supply  items  used  by 
80  percent  or  more  of  the  patrons  in  the 
middle  class  of  purchasers.  Another  four  were 
used  by  60  to  79  percent,  and  11  by  40  to 
59  percent. 

There  was  no  single  supply  item  or  service 
used  by  as  many  as  60  percent  of  the  patrons 
in  the  under-$500  class.  Five  supply  items 
were  used  by  40  to  59  percent,  and  another 
five  by  20  to  39  percent.  Thus,  17  of  the  sup- 
ply items  or  services  provided  by  Cooperative 
A  were  purchased  by  less  than  20  percent  of 
the  patrons  in  this  class. 

Table  9  also  shows  that  the  low-volume 
patrons  did  not  concentrate  their  purchases 
in  any  particular  category  of  commodity  or 
service.  All  supply  items  or  services  used 
by  low-volume  patrons  were  purchased  by 
greater  percentages  of  the  patrons  in  the  other 
two  classes. 

Table  10  shows  a  similar  breakdown  of 
percentage  of  supply  items  and  services  pur- 
chased   by    the    three    patronage    groups    in 
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Table  9. — Percentage  of  patrons  buying  27  supply  items  or  services,  patrons  classified  according  to 

annual  purchases,  Cooperative  A,  Appalachia,  1965 


Percentage  of  patrons 

Number 

Types  of  supply  items  and  services  purchased^ 

80  to  100 ^ 

60  to  79  

7 

5 

11 

3 
1 

4 

4 

11 

5 
3 

0 
0 

5 
5 

17 

$1,000  and  Above  Patronage  Class 

Dairy   feed,    chemicals,    hardvyare,    salt    and  grit,  fertilizer, 

grain  feed,  poultry  feed 
Grain  seed,  vegetable  seed,  house  supplies,  auto  equipment, 

grinding  and  mixing 
Legume    and   grass    seed,    fence    and  gate,  paint,  petroleum, 

roofing,    twine    and   bags,    ingredients,    parts    and    repairs, 

clothing,  stock  feed,  lime 
Potato  and  onion  seed,  house  and  power  equipment,  field  and 

barn  equipment 
Hay  and  straw 

$500  to  $999  Patronage  Class 

Chemicals,  grain  feed,  salt  and  grit,  hardware 
Stock  feed,  house  supplies,  dairy  feed,  vegetable  feed 
Fertilizer,    lime,    auto   equipment,    clothing,  twine  and  bags, 

petroleum,   grain  seed,  potato  and  onion  seed,  grinding  and 

mixing,  poultry  feed,  legume  and  grass  seed 
Roofing,  fence  and  gate,  ingredients,  parts  and  repairs,  hay 

and  straw 
Field  and  bam  equipment,  home  and  power  equipment,  paint 

Under  $500  Patronage  Class 

40  to  59  

20  to  39  

Under  20  

80  to  100  

60  to  79  

40  to  59  

20  to  39  

Under  20  

80  to  100  

60  to  79  

40  to  59  

Auto  equipment,  chemicals,  stock  feed,  fertilizer,  hardware 

20  to  39  

Grain  feed,  household  supplies,  salt  and  grit,  clothing,  vege- 
table seed 
All  other  items 

Under  20 

^  The  supply  items  and  services  are  arranged  in  the  order  of  the  percentage  of  patrons  purchasing  them. 
For  example,  in  the  $l,000-and-above  class,  100  percent  bought  dairy  feed,  but  only  85  percent  bought 
poultry  feed. 


Cooperative  B.  Between  80  and  100  percent 
of  patrons  in  the  $l,000-and-over  class  used 
5  of  27  supply  items  or  services.  Between  60 
and  79  percent  used  another  eight.  No  supply 
items  were  purchased  by  fewer  than  20  per- 
cent of  these  patrons. 


Patrons  in  the  $500-$999  class  followed  a 
somewhat  similar  pattern,  except  that  four 
supply  items  were  purchased  by  less  than  20 
percent  of  the  patrons. 


Patronage  in  the  under-$500  class  was  con- 
siderably different.  No  supply  items  or  serv- 
ices were  purchased  by  as  many  as  60  percent 
in  that  class.  Hardware  was  the  most  popular 
item;  it  was  used  by  40  to  59  percent  of  the 
patrons.  Five  other  supply  items  were  used  by 
20  to  39  percent,  but  21  supply  items  and 
services  were  used  by  fewer  than  20  percent 
of  the  patrons  in  that  class.  The  supply  items 
used  by  most  patrons  in  the  low-volume  class 
were  also  the  most  popular  for  patrons  in 
the  other  two  classes. 
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Table  10 — Percentage  of  patrons  buying  27  supply  items  or  services,  patrons  classified  according  to 

annual  purchases.  Cooperative  B,  Appalachia,  1965 


Percentage  of  patrons 

Number 

Types  of  items  and  services  purchased  ^ 

5 
8 

4 

10 

0 

3 
6 

7 

7 

4 

0 
0 
1 

5 
21 

$1,000  and  Above  Patronage  Class 

80  to  100  

Hardware,  fertilizer,  dairy  feed,  chemicals,  salt  and  grit 

60  to  79  

Grain  feed,  stock  feed,  grain  seed,  ingredients,  auto  equipment. 

40  to  59  

paint,  house  supplies,  grind  and  mix 
Field  and  barn  equipment,  legume  and  grass  seed,  vegetable 

20  to  39 

seed,  petroleum 
Poultry   feed,    roofing,    fencing,    twine    and   bags,    potato  and 

Under  20  

onion  seed,  lime,  clothing,  hay  and  straw,  home  and  power 
equipment,  parts  and  repairs 

80  to  100 

$500  to  $999  Patronage  Class 
Fertilizer,  chemicals,  hardware 

60  to  79  

Stock    feed,    roofing,    grain   feed,    salt   and   grit,    dairy  feed. 

40  to  59  

poultry  feed 
House   supplies,    ingredients,   lime,    legume  and  grass  seed. 

20  to  39  

grain  seed,  auto  equipment,  paint 
Fencing,  vegetable  seed,   clothing,  grind  and  mix,  petroleum. 

Under  20  

parts  and  repairs,  twine  and  bags 
Home  and  power  equipment,  field  and  barn  equipment,  potato 

80  to  100 

and  onion  seed,  hay  and  straw 

Under  $500  Patronage  Class 

60  to  79 

40  to  59 

Hardware 

20  to  39  

Fertilizer,  chemicals,  stock  feed,  auto  equipment,  paints 

Under  20  

All  other  items 

*  The  items  and  services  bought  are  arranged  in  the  order  of  the  percentage  of  patrons  purchasing  them. 
For  example,  in  the  $l,000-and-over  class,  100  percent  bought  hardware,  but  only  96  piercent  bought 
fertilizer. 


All  businesses  are  concerned  with  the 
average  size  of  purchases  and  the  costs  of 
servicing  them.  Cooperatives,  however,  are 
particularly  concerned  with  these  matters  be- 
cause of  the  necessity  for  maintaining  records 
to  determine  refunds  on  a  patronage  basis 
which,  in  turn,  is  an  additional  service  cost. 
It  has  been  suggested  that  encouraging  the 
patronage  of  low-income  farmers  would  not 
increase  the  volume  of  purchasing  sufficiently 
to   compensate   for  the  increase  bookkeeping 


costs  incurred.  However,  the  data  in  table  11 
indicate  that  this  assumption  may  not  be  cor- 
rect. 

In  Cooperative  A,  patrons  in  the  under-$500 
purchasing  class  averaged  just  over  10  pur- 
chases each  in  1965,  averaging  $15  per  pur- 
chase. This  compares  with  40  purchases  per 
patron  in  the  $500  to  $999  class,  averaging 
$18  per  purchase.  The  patrons  in  the  highest 
volume   purchasing   class    averaged   67  indi- 
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Table  11. — The  average  number  and  amount  of  sales  tickers,  per  patron  in  three 
purchasing  classes,  two  cooperatives,  Appalachia,  1965 


Patron  class,  by 
annual  purchases 

Patrons 

Tickets 

Sales  tickets 

Average 
per  patron 

Average  amount 
per  ticket 

Cooperative  A: 

$1,000  and  above 

Number 
41 

54 
523 

Number 

2,740 

1  266 

2  2,474 

2,156 

5,492 

Number 
67 

40 

10.5 

Dollars 
42 

$500  to  $999 

^223 

2  23 

18 

Under  $500 

15 

Total 

618 

10,388 

17 

23 

Cooperative  B: 
$1,000  and  above.  . 

23 

54 
1,084 

1,577 
1  308 
2  1,269 
2,126 
6,372 

69 

39 

6 

60 

$500  to  $999 

Under  $500 

^184 
2  29 

18 
15 

Total 

1,161 

10,075 

9 

23 

^  Tickets  over  $100  each. 
2  Tickets  under  $100  each. 


vidual  purchases  averaging  $42  each.  Thus,  it 
appears  that  the  average  amounts  of  the  indi- 
vidual purchases  of  the  highest  volume  class 
were  more  than  double  those  of  the  two  other 
classes.  However,  about  10  percent  of  the 
purchases  by  patrons  in  the  $l,000-and-above 
class— 266  tickets  averaging  $233  each — 
accounted  for  more  than  50  percent  of  their 
total.  When  these  266  large  purchases  are 
excluded  from  the  total,  the  approximately  90 
percent  purchases  remaining  average  only 
$23  each. 

A  more  detailed  inspection  of  the  266  high- 
est volume  tickets  for  purchases  of  $100  or 
more  is  important  in  considering  individual 
purchases.  Eighty-three  purchases  were  in 
the  $100  to  $149  group,  56  purchases  were  in 
the  $150  to  $199  group,  57  purchases  were 
in  the  $200  to  $299  group,  and  27  purchases 
were    made   for   amounts   between   $240    and 


$299.  The  223  purchases  of  less  than  $300 
accounted  for  approximately  $40,000  volume, 
averaging  a  little  more  than  $170  per  pur- 
chase. The  remaining  43  tickets  were  for 
purchases  of  $300  and  over. 

With  the  exception  of  the  few  individual 
large  purchases,  the  records  of  Cooperative 
A  do  not  indicate  great  differences  in  costs 
of  serving  patrons  in  the  different  groups  in- 
sofar as  costs  are  related  to  the  average  size 
of  individual  purchases. 

Similarly,  patrons  in  Cooperative  B  spend- 
ing $1,000  or  more  averaged  69  individual 
purchases,  with  an  average  value  of  $60  per 
ticket.  When  the  tickets  for  purchases  over 
$100  (308  tickets,  or  roughly  20  percent  of 
the  total),  are  subtracted,  the  remaining  80 
percent  average  $29  per  purchase. 
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Patrons  in  the  $500-$999  class  averaged  39 
individual  purchases  with  an  average  value  of 
$18  per  ticket.  Patrons  with  less  than  $500 
of  patronage  averaged  six  tickets  each,  and 
$15  per  ticket. 

A  further  breakdown  of  individual  purchases 
appears  in  table  12,  Individual  purchases  under 
$20  are  tabulated  into  groups  by  $5  intervals 
for  the  three  classes  of  patrons. 

For  patrons  in  Cooperative  A  with  purchases 
of  $1,000  or  over,  54  percent  of  the  individual 
purchases  were  under  $20;  two  out  of  five 
of  these  purchases  were  for  less  than  $10; 
and  about  one  out  of  four  was  for  less  than 
$5.  The  54  percent  of  purchases  under  $20 
accounted  for  only  9  percent  of  total  volume. 

The  tabulation  for  patrons  with  purchases 
between  $500  and  $999  shows  that  about  77 
percent  of  all  purchases  were  for  less  than 
$20,  and  over  half  the  tickets  were  for  amounts 
under  $10.  One  out  of  three  purchases  was 
for  less  than  $5,  and  purchases  under  $20 
accounted  for  almost  a  third  of  total  volume. 

Eighty-four  percent  of  the  individual  pur- 
chases of  patrons  spending  less  than  $500 
were  under  $20,  about  70  percent  were  less 
than  $10,  and  about  half  were  under  $5.  Pur- 
chases under  $20  accounted  for  about  a  third 
of  total  group  volume,  the  same  percentage 
found  in  the  class  purchasing  $500  to  $999 
annually. 

The  data  for  Cooperative  B  were  very 
similar  to  those  for  Cooperative  A.  Patrons 
with  total  purchases  of  $1,000  or  more  made 
almost  half  (48  percent)  of  their  individual 
purchases  in  amounts  under  $20.  About  a 
third  of  all  purchases  were  less  than  $10, 
and  one  out  of  five  purchases  was  under  $5. 
All  the  purchases  under  $20  accounted  for 
only  5  percent  of  total  group-  volume.  Here, 
again,  are  a  surprisingly  large  number  of 
small  purchases  by  those  patrons  in  the  highest 
purchasing  class. 

Of  the  purchases  made  by  patrons  in  the' 
$500  to  $999  class,  88  percent  were  for  less 


Table  12,~pistribution  of  expenditures  in  selected 
dollar  ranges  and  percentage  of  volume,  by  three 
classes  of  patrons,  two  cooperatives,  Appalachia,  1965 


Individual  purchases 
by  patronage  class 


Percentage 
of  purchases 


Percentage 
of  volume 


Cooperative  A: 

Percent 

Percent 

$1,000  and  above: 

$20  and  over 

46 

91 

15  to  19.99 

6 

2 

10  to  14.99 

8 

2 

5  to    9.99 

16 

3 

Under  $5.00 

24 

2 

100 

100 

$500  -  $999: 

$20  and  over 

23 

68 

15  to  19.99 

8 

8 

10  to  14.99 

15 

10 

5  to    9.99 

21 

9 

Under  $5.00 

33 

5 

100 

100 

Under  $500: 

$20  and  over 

16 

67 

15  to  19.99 

6 

8 

10  to  14.99  

7 

6 

5  to    9.99 

23 

11 

Under  $5.00 

48 

8 

100 

100 

Cooperative  B: 

$1,000  and  above: 

$20  and  over 

52 

95 

15  to  19.99 

5 

1 

10  to  14.99 

10 

2 

5  to    9.99 

13 

1 

Under  $5.00 

20 

1 

100 

100 

$500  -  $999: 

$20  and  over 

12 

65 

15  to  19.99 

6 

6 

10  to  14.99 

18 

12 

5  to    9.99 

28 

12 

Under  $5.00 

36 

5 

100 

100 

Under  $500: 

$20  and  over 

16 

66 

15  to  19.99 

5 

6 

10  to  14.99  

9 

7 

5  to    9.99  

25 

13 

Under  $5.00 

45 

8 

100 

100 

15 


than  $20,  and  nearly  two  out  of  three  pur- 
chases were  under  $10.  Purchases  under  $20 
made  up  35  percent  of  total  group  volume. 
Patrons  with  purchases  under  $500  made  84 
percent  of  their  purchases  in  amounts  less 
than  $20.  As  in  Cooperative  A,  about  70  per- 
cent were  under  $10,  with  45  percent  under 
$5.  Purchases  under  $20  accounted  for  34 
percent  of  total  volume. 

These    findings    are   especially   significant 
in  view  of  the  question  as  to  whether  the  in- 


creased costs  of  serving  many  low-volume 
patrons  may  be  prohibitive,  and  what  the 
effects  may  be  of  encouraging  this  class  of 
patronage.  The  data  in  table  11  show  that  in 
the  two  cooperatives  about  half  of  the  pur- 
chases made  by  the  highest  annual  volume 
class  of  patrons  were  for  amounts  under 
$20,  This  implies  that  the  difference  between 
costs  of  serving  high  and  low-volume  pa- 
trons may  also  be  less  than  has  been  as- 
sumed by  many  people  in  cooperative  man- 
agement. 


Types  of  Patronage  and  Gross  Margins 


An  important  consideration  in  providing 
services  to  patrons  of  a  cooperative  is  estab- 
lishing margins  that  are  both  adequate  and 
equitable.  In  general,  an  analysis  of  patronage 
is  essential  to  assure  the  equitable  treatment 
of  patrons.  If  a  product  category  such  as  feed 
constitutes  the  major  type  of  purchase  by  all 
level-of-purchase  classes  and  by  the  majority 
of  all  patrons,  the  margin  can  be  higher  or 
lower  than  actual  cost  without  negating  the 
principle  of  service  at  cost,  because  all  will 
have  been  equally  charged.  However,  when  a 
minority  of  patrons  purchases  one  type  of 
supply  item,  the  charge  made  should  be  very 
near  to  cost;  otherwise,  the  minority  is 
penalized  to  the  benefit  of  the  majority,  or, 
conversely,  benefits  at  the  expense  of  the 
majority. 

Information  was  not  available  on  the  total 
cost  of  providing  the  various  types  of  products 
to  the  three  classes  of  patrons.  Thus,  net 
margins  could  not  be  calculated  either  by 
product  or  patron  class.  Information  was 
available,  however,  from  which  the  contribution 
to  gross  margins  could  be  calculated,  both  by 
product  category  and  by  class  of  patron. 

Gross  margins  for  the  five  categories  of 
supply  items  for  the  three  classes  of  patrons 
in  Cooperatives  A  and  B  in  1965  are  shown 
in  table  13.  In  Cooperative  A,  patrons  in  the 
high-volume  class  of  $1,000  and  above  gen- 
erally   concentrated   their   purchases   in   the 


feed  group,  which  carried  a  low  margin. 
Feed  made  up  two-thirds  of  their  total  volume 
of  purchases  and  carried  a  13.4  percent  gross 
margin.  Only  about  16  percent  of  their  total 
consisted  of  purchases  of  farm  supplies,  which 
carried  a  gross  margin  of  20.2  percent.  In 
contrast  to  this,  the  bulk  of  purchases  by 
patrons  in  the  under-$500  class  was  in  the 
farm  supplies  group  (53  percent),  with  20 
percent  in  the  feed  group.  Patrons  in  the 
highest  purchasing  group  accounted  for  49 
percent  of  total  volume  and  45  percent  of  gross 
margins,  but  the  situation  was  reversed  for 
patrons  in  the  lowest  purchasing  class,"  who 
contributed  35  percent  to  total  volume  and 
39  percent  to  gross  margins.  Thus,  patrons  in 
the  low-volume  purchasing  class  made  a  rela- 
tively greater  contribution  to  gross  margins 
in  relation  to  their  total  volume  of  purchases 
than  did  patrons  in  the  $l,000-and-above 
class. 

A  similar  difference  is  evident  when  gross 
margins  are  calculated  as  a  percentage  of 
sales.  The  gross  margin  for  the  total  volume 
in  Cooperative  A  was  15.5  percent.  However, 
the  percentage  actually  paid  by  patrons  in  the 
$l,000-and-over  class  for  their  product  mix 
was  14.4  percent,  while  17.0  percent  was  paid 
by  the  under-$500  class  of  patrons — a  differ- 
ence of  2.6  percentage  points.  These  margin 
differences  reflect  the  relatively  greater 
margin  contribution  by  patrons  with  small 
farms. 
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It  is  important  to  note  that  in  table  13  the 
same  margins  were  used  for  all  three  classes 
of  patrons.  In  actual  practice,  this  would  not 
be  the  case,  particularly  for  feed  items.  An 
analysis  of  individual  purchases  indicates  that 
highest  volume  patrons  generally  bought  in 
large  lots  with  correspondingly  lower  margins; 
conversely,  patrons  with  lowest  total  volume 
of  purchases  bought  by  the  sack,  resulting  in 
higher  margins. 

An  analysis  of  the  total  purchases  of  feed 
for  the  sample  of  patrons  in  the  under-$500 


class  showed  68  individual  purchases  during 
the  year  by  patrons  who  made  one  or  more 
feed  purchases.  Only  six  purchases  were  in 
amounts  of  more  than  $60;  and  40,  or  almost 
60  percent,  were  in  amounts  under  $20.  Thus, 
most  of  the  feed  purchased  by  patrons  in  the 
under-$500  class  carried  full  margins  without 
volume  discounts. 

For  example,  the  stated  gross  margin  for 
feed  was  $14  per  ton  less  cash  and  volume 
discounts  at  the  time  of  sale.  Thus,  a  feed 
item  that  sold  for  $80  per  ton  would  carry  a 


Table  13. --Annual  volume  and  gross  margin  by  categories  of  supplies,  by  three  classes  of  patrons,  two  cooperatives, 

Appalachia,  1965  ^ 


Cooperative 

A 

Cooperative 

B 

Supply  category 

Volume 

Gross 

Margin 

Share  of  total 

Volume 

Gross 

Margin 

Share  of  total 

by  patronage  class 

Volume 

Margin 

Volume 

Margin 

$1,000  and  above: 

Dollars 

77,087 

11,793 

3,087 

4,727 

18,905 

Percent 

13.4 
9.8 
24.0 
13.0 
20.2 

Dollars 

10,330 

1,156 

741 

615 

3,819 

Percent 

Percent 

Dollars 

64,977 

13,669 

1,771 

3,308 

10,317 

Percent 

13.6 
9.7 
23.8 
15.0 
21.7 

Dollars 

8,837 

1,326 

421 

496 

2,239 

Percent 

Percent 

Feed 

Fertilizer 

Seed 

Lime 

Farm  supplies .  . 

Total 

115,599 

14.4 

16,661 

49 

45 

94,042 

14.2 

13,319 

42 

36 

$500  -$999: 

Feed 

Fertilizer ..... 

Seed 

Lime 

Farm  supplies .  . 

15,145 

3,118 

927 

5,170 

13,440 

13.4 
9.8 
24.0 
13.0 
20.2 

2,029 
306 
222 
672 

2,715 

11,574 

7,824 

473 

6,259 

12,580 

13.6 

9.7 

5.7 

15.0 

21.7 

1,574 

759 

27 

939 

2,730 

Total 

37,800 

15.7 

5,944 

16 

16 

38,710 

15.6 

6,029 

17 

16 

Under  $500: 

Feed 

Fertilizer 

Seed 

Lime 

Farm  supplies .  , 

16,396 

5,046 

2,402 

14,858 

43,775 

13.4 
9.8 
24.0 
13.0 
20.2 

2,197 

495 

576 

1,932 

8,843 

20,084 
4,927 
3,231 
5,213 

59,098 

13.6 
9.7 
23.8 
15.0 
21.7 

2,731 

478 

769 

782 

12,816 

Total 

82,477 

17.0 

14,043 

35 

39 

92,553 

19.0 

17,576 

41 

48 

Grand  total  . 

235,876 

15.5 

36,648 

100 

100 

225,305 

16.4 

36,924 

100 

100 

*  Based  on  a  sample  analysis. 
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margin  of  17.5  percent  (when  calculated  on 
the  retail  price  rather  than  the  cost  price). 
Since  practically  none  of  the  purchases  by 
patrons  in  the  under-$500  class  would  have 
been  eligible  for  volume  discounts,  and  only 
part  of  them  received  cash  discounts,  feed 
purchased  by  patrons  in  this  class  carried 
about  17.5  percent  gross  margin  rather  than 
13.4  percent,  the  rate  for  the  cooperative. 

Since  a  higher  margin  for  feed  was  paid  by 
this  class  of  patrons,  margins  for  feed  would 
be  less  by  the  same  amount  for  the  other  two 
iPatron  classes,  in  order  to  yield  an  overall 
average  margin  of  13.4  percent.  For  example, 
at  a  margin  of  17.5  percent,  patrons  in  the 
under-$500  class  would  contribute  $2,869 
rather  than  the  $2,197  shown  in  table  13 — or 
$672  more.  If  this  amount  were  subtracted 
from  the  margin  credited  to  feed  in  the  $1,000- 
and-above  class,  the  margin  paid  in  that  class 
would  be  at  the  rate  of  12.6  percent  rather 
than  13.4  percent.  This  closer  calculation 
more  accurately  reflects  the  contributions  to 
total  gross  margins  actually  made  by  the 
three  patron  classes. 


A  comparison  of  margin  contributions  by 
the  three  classes  of  patrons  in  Cooperative  B 
shows  an  even  greater  spread  than  in  Coopera- 
tive A.  The  gross  margin  in  Cooperative  B 
for  total  volume  was  16.4  percent;  however, 
patrons  in  the  under-$500  class  paid  19.0 
percent  for  their  product  mix  compared  with 
14.2  percent  .paid  by  patrons  in  the  $1,000- 
and-above  class.  This  represents  a  difference 
of  almost  5  percentage  points  (about  25  per- 
cent) in  Cooperative  B  as  compared  with  the 
difference  of  2.6  percentage  points  (about  15 
percent)  in  Cooperative  A.  The  greater  differ- 
ence is  the  result  of  a  combination  of  factors — 
a  higher  margin  for  farm  supplies,  and  a 
higher  proportion  of  farm  supplies  in 
the  purchases  by  patrons  in  the  under-$500 
class. 

In  Cooperative  B,  the  contributions  to  volume 
and  gross  margins  by  the  low-volume  class 
of  patrons  were  41  and  48  percent,  respec- 
tively. For  patrons  in  the  $l,000-and-above 
class,  contribution  to  volume  was  42  per- 
cent, with  36  percent  contributed  to  gross 
margins. 


Conclusions 


The  findings  from  this  study  indicated  that 
credit  was  extended  by  the  two  cooperatives 
on  the  same  basis  to  patrons  regardless  of 
size  of  farm  or  volume  of  patronage,  and  the 
use  and  abuse  of  credit  were  not  related  to 
size  of  farm  or  volume  of  patronage. 

The    analysis    of   relative   contributions    to 
volume  by  patrons  classed  according  to  esti- 
mated farm  incomes  indicated  that  the  man- 
agers tended  to  underestimate  the  contribution 
'  made  by  small-farm  patrons. 

Many  supply  items  or  services  available  to 
and  generally  needed  by  small-farm  patrons 
were  not  greatly  used  by  them.  This  finding 
suggests     an     area     where     efforts    can    be 


concentrated  to  increase  small-farm  patron- 
age. 

The  items  purchased  in  the  greatest  volume 
by  patrons  in  the  lowest  purchasing  class  were 
generally  of  the  same  type  as  those  purchased 
by  the  other  two  classes  of  patrons. 

The  average  individual  purchases  (exclusive 
of  feed  and  fertilizer)  by  all  three  purchasing 
classes  were  remarkably  similar  in  amount. 
This  finding  may  lead  to  a  greater  interest  in 
the  active  encouragement  of  low-income  farm 
patronage  by  cooperative  leaders  since  it 
offers  evidence  that  bookkeeping  costs  and 
other  services  associated  with  increased  low- 
volume  patronage  will  not  cancel  out  the  in- 
creased revenues. 
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This  study  did  not  determine  why  Coopera- 
tive B  served  a  higher  proportion  of  farmers 
than  Cooperative  A  in  their  respective  counties. 
Contributing  factors  suggested  were  location, 
facilities,  and  the  degree  of  participation  iri 
public  affairs. 

The  findings  regarding  the  contribution  to 
gross  margins  indicate  that  the  under-$500 
patron  class  contributed  relatively  more  to 
gross  margins  in  relation  to  volume  of  pur- 


chases    than     did     the     two     higher     patron 
classes. 

Further  research  into  the  operations  of 
cooperatives  is  recommended  to  determine  the 
total  cost  of  serving  the  various  classes  of 
patrons,  why  existing  services  are  not  used  by 
more  low-income  patrons,  and  what  additional 
services  are  needed  and  would  be  used  by  them, 
and  to  corroborate  or  correct  the  findings  in 
this  study  by  means  of  wider  sampling. 
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